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The five sections of this consumer handbook are The 
Cost of Credit^ Applying for Credit, Credit Histories and Records, 
Correcting Credit Mistakes, and Complaining about Credit. Each 
section discusses relevant legislation: Truth in Lending, the Egual 
Credit Opportunity Act, and the Fair Credit Reporting Act. Topics 
discussed in section I include methods for comparing finance costs, 
and explanations of open end credit, open end leases, balloon 
payments, advertising costs, and costs of settlement on a house. 
Section II discusses discrimination pertaining to sex, age, and 
marital status. Borrower characteristics and circumstances under 
which an agency may not legally deny credit are listed. Section III 
covers establishing credit histories for married, divorced, or 
widowed wom^n, and methods for maintaining credit histories. Section 
four explains action to take concernirg defective goods and services, 
prompt credits and refunds, second mortgage cancellation, lost or 
stolen credit cards, unsolicited credit cards, and discounts for cash 
payments. Section five discusses procedures for complaining to 
federal agencies. A glossary and addresses of federal enforcement 
agencies and federal reserve banks are included. (KG) 
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The Consumer Credit Proteciitan ^ d? 1968 - which .bunched irath in INTRODUCTION 
Lending — was a landmark piece .tr )*?*f^tiatK7fi. For ibe first iim^ creditmrs were 
required to state the costs of borrowBi^ tvr. acoTr'fP\on) language scthat you — the 
customer — could figure out exactsy whi^ chairges ^uld be. compare costs, and 
shop for credit. 

Since 1968, credit protections have muifihwiierf c^idly. The concepts of "fair" 
and "equal" credit have been written intto Ums that outlaw discrimination in aedit 
transactions; require that consumers be told thi? mison when credit is denied; give 
borrowers access to their credit records, ^ni? aet 4ui a nsthod to settle billing 
disputes. 

Each of these laws was intended to yemmss^some of the problems and con- 
fusion from consumer credit which, as iti)ecane:ra>r^ widely used in our economy, 
also grew more complex. Together, these la«^s!7 «t standard for how individuals 
are to be treated in their daily credit dea&ngs 

The laws say, for instance: 

— that you can no longer be refused a c3Estiit rard just because you're a 
single woman; 

— that you can limit your risk if a crtdit aerd is lost or stolen; 

— that you can straighten out errors in your inanthly bill without damage 
to your credit rating; 

Q — and that you won't find credit shtftoffi Kt because you've reached the 
ERIC ageof65. ^ 3 



♦k '®!_^^« ^ aware! It is important to know your rights and how to use 

them. This handbook explains how the consumer credit laws can help you shop for 
credit, apply for it, keep up your credit standing, and - if need be - complain 
about an unfair deal. It explains what you should look for when using credit and 
what creditors look for before extending it. It also points out the laws' solutions to 
discriminatory practices that have made it difficult for women and minorities to get 
credit in the past. -- 



Board of Governors of the 
Federal Reserve System 
December 1978 



THECeSTOF 
CREDIT 



You get credit by promising to pay in the future for something you receive in 
the present. 

Credit is a convenience. It lets you charge a meal on your credit card, pay for 
an appliance on the instalment plan, take out a loan io buy a house, or pay for 
schooling or vacations. With credit, you can enjoy your purchase while youVe 
paying for it— or you can make a purchase when you're lacking ready cash. 

But there are strings attached to credit too. It usually costs something. And of 
course what is borrowed mu<,i be paid back. 

If you are thinking of borrowing or opening a credit account, your first step 
should be to figure out how much it will cost you and whether you can afford it. 
Then you should shop around for the best terms. 



Shopping is the 
First Step 



These laws can help you compare costs: What Laws Apply? 

TRUTH IN LENDING requires creditors to give you certain basic infor- 
mation about the cost of buying on credit. These "disclosures" can help 

you shop around for the best deal. 5 



t 



TRUTH IN LEASING disclosures can help you conipare the ^/Sf ^ 
terms of one lease with another and with the cost^andr-tcrms ofdW^jwnci iior 
cash or on credit. 



The Finance Charge 
and Annual Percentage 
Rate (APR) 



Credit costs vary. B^r remembering two terms, you can i niiium GrMM{< oricas 
from different sources. Under Truth in Lending, tbe cisditor mist ^cmx — m 
writing and before yoausngn any agreemeait — the finanrce chargtar^xl tbe anmsdi 
percentage rate. 

The finance chvge is the total ddUar amount uou pay to vite^ cr^difi h 
eludes interest costs, and sometimes other costs, sucn as servict-a dtp *:tO€5. 
credit-related insurancezpremiums or appraisal fees. 

For example, borrowing $100 for a lacar might cost jou 57 in 
there were also a55ervice charge of $X. the finance diarge vhouI 

The annual percentage rate (APH) is the percensge cost 
of credit on a yearly basis. This is your key to comparing costs. 
amount of credit or how long'you have toxepay it: 

Again, suppose you borrow $100 for one year and pay a Tinance srharge 
of $8. 

If you can keep the entire $100 for the whole year and thi» j ralJ 
back at once, you are paying an APR of 8 per cent. 

But, if you repay the $100 and finance charge (a total oiSlOSf in t\H^l\« 
equal monthly instalments of $9 each, you don't really get to SIQi 
for the whole year. In fact, you get to use less and less of thar $1C;)0 i^fich 



^ra&L If 
'Qliaiiwezssst) 



month. In this case the $8 charge for credit amounts to an APR of 14.5 
per cent. 

All creditors — banks, stores, car dealers, credit-card companies, finance 
companies — must state the cost of their credit in terms of the finance charge and 
the APR. The law says these two pieces of information must be shown to you be- 
fore you sign a credit contract. Federal law does not set interest rates or other credit 
charges. Btit it does require their disclosure so that you can compare credit costs. 



Even when you understand the terms a creditor is offering, it's easy to under- C4 Cmparison 

estimate the difference in dollars that different terms can make. Suppose you're 
buying a $5,000 car. You put $1,000 down, and need to borrow $4,000. Compare 
these three credit arrangements: 



Length Monthly Total Finance Total 

APR of Loan payment Charge Cost 

CREDITOR A 11% 3years $131 $ 716 $4,716 

CREDITORS 11% 4 years $103 $ 962 $4,962 

CREDITOR C 12% 4 years $105 $1»056 $5,056 

O How do these choices stack up? The answer depends partly on what you 

ERLC ed. g 



The lowest cost loaa^is availainle Aram: Creditor A. 

But if you were lookingior lower iiif ilfipipiinian nlj you could get them 
3y pawng the loan off overra longer periocfc of rtmK. Howewr, you would have to 
favmore in total costs. A loem from Creditor^ — also at am 11 per cent APR, but 
Jkr four years — will add alnrost $250 to imiii fiwii i charge 

Ifthat four-year loan Mere available orae4raerCi«j*lte the APR of 12 per 
„«g«t would add another $9^to your financsrmargesas c<jffiQ£ared with Creditor B. 

Other terms — soch as^the size of thcadownpayrtM nt - will e^iso make a dif- 
waaE2. Be sure to look at aithe terms before yeoa mate ^ ouir choice. 



Cost of 



CredM 
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Open-end credit inclucfe credit cards, depanm*- sta& "charge plates." and 
crfaatoverdraft accounts that allow you to writednec ^ fornmoare than your actual 
^^^-olance with the bank. Open=end credit can beusndf^psn amtagain, generally until 
yiu reach a certain pre-arranged borrowing limit T^V^ in, Lending requires that 
-xpen-end creditors let you know these two temis1ioa^««ll affect your costs: 

First, creditors must tell you the mmtikod mf calculating the 
funance charge. Creditors use a number of dtffierent sipstems to calculate the 
btalance on which they assess finance charges. So^ creditors add finance charges 
iSfer subtracting payments made during the billiggcperiod. This is called the ad- 
^ted balance method. Other creditors give^u no credit for payments made 
dtoring the billing period. This is called'the prevtam balance method. Under a 
**nird method — the average daily balance method - creditors add your 



balances tf* 
in the billing 



-Ji dav in the billing period and then divide by the number of daivs 



Herei: 



3le^?Df three billing systems: 



ADJUSTED 
BALANCE 



PREVIOUS 
BALANCE 



AVERAGE DAILY 
BALANCE 



Monthly Interest^Sate 
Previous Balance 
Payments 



Interest Charge 



V/2% 

$400 
$^0 



$1.50 

($100 X 1.5%) 



V/2% 

$400 
$300 



$6.00 

($400 X 1.5%) 



1V2% 

$400 
$300 (payment on 
iSth day) 

$3.75 

(average balance of 
$250x1.5%) 



As the example shows, the finance charge varies considerably for the sams 
pattern of purchases and payments. 



Second. ««eillUii • must tell you when finance charges begin on yomr 
"dit accounts^ you know how much time you have to pay your bills before m 
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finaru* t^rge is added. Sonssar^tors, for examipie, giveT^i^^-3G day "free ride 
to pavi\«niir:baldnce in full bekn imposing a finauice char^. 

Tnomin Lending does notsct the rates or tell the creditarrTOw to make interest 
calcufcBMJus — it only requires^Wiatthe creditor tell you the xwrnienod that will be usan^ 
You bawB tsic right to ask forart explanation of any terms yoeuron't understand. 



Leasing Cagjj manM Lflassina^es you temparary use of property in returniorpEriodicipaymentsitr: 

T^ermm has bemnne^^aopular alternative to buying — under ccrtaroanacunistances. Forirr^ 

stance^OTiu rami consider leasing furniture for an apartment vaoull use only fara^ 
year, i&e Irfixth in Leasing law requires leasing companies r^. give you the faa^ 
about tte ^^Isjand terms of^heir contracts, to help you dcciciE whether leering 3S?a 
good idea. 

The la ^ applies to personal property leased to you for more than foim^ 
monlhs foir personal, family, or household use. It covers, for example, long 
term rentab caficars, furni'i[urc, and appliances, but not daily car rentals or leases im 
apartmentEs 

Before^ jRMJ agree to a lease, the leasing company must give you a written 
statement c costs, including the amount of any security deposit, the amount ^of 
your mon-**-^ payments, and the amount you must pay for license, registraticjm, 
taxes, anc aintenance. 

The c(y n^y must also give you a written statement about terms, including 
any insum»^e you need, any guarantees, information about who is responsible tor 



servicing the property, standards for its wear and tear, and whether or not you have 
an option to buy the property. 



Your costs will depend on whether you choose an "open end" lease or a Open-end Leases and 

'closed end'' lease. Open end leases usually offer lower monthly payments than Balloon Payments 
closed end leases, but you may owe a large extra payment — called a "balloon 
payment" — based on the value of the property when you return it. 

Suppose you lease a car under a 3 year open end lease. The leasing 
company estimates the car will be worth $2,000 after 3 years of normal 
use. If you bring back the car in a condition that makes it worth only 
$1500, you may owe a balloon payment of $500. 



The leasing company must tell you whether you may owe a balloon payment 
and how it will be calculated. You should also know that: 



— you have the right to i;n independent appraisal of the property's worth 
at the end of the lease. You must pay the appraiser s fee, however. 

— the law usually limits a balloon payment to no more than three 
times the average monthly payment. If your monthly payment 
is $100, your balloon payment can't be more than $300 — unless, for 
example, the property has received more than average wear and tear 

(fox instance. If you drove a car more than average mileage). 1 1 



Closed end leases usually have a bgher monthly paymfflttt than open end 
leases, but there is no balloon payment at tste:end of the lease. 

Advertising Both Truth in Lending and Truth in Lgasing require acxma^ advertising of 

terms. These laws say that if a business nieiTiions one important feature of a credit 
sale or lease - such as the dowmpawnenr- it must also state the APR and other 
important terms — such as the number, annMint. and schedule of repayments. An 
ad reading "Only $2 down," for example-, must coso state that pou will have to pay 
$10 a week for the next two years. An adnmust also specify if a leasing arrangement 
is involved. 



Costs of Settlement A house is probably the single largest credit purchase for most consumers - 

on a House and one of the most complicated. The ^wlfEstate Settlement Procedures Act, like 

Truth in Lrading, is a disclosure law. TPrw Act, administered by the Department of 
Housing and Urban Development, rcqiuir« the lender to giwe you. in advance, 
certain information about the costs you.w II pay when you actnially get the deed to 
the property. This event is called settleanent, and the law helps you shop for lower 
settlement costs. To find out more aboutit, you may write to: Asastant Secretary for 
Consumer Affairs and Regulatory Furartions, Attention: RESPA Office, US/HUD, 

^2 451-7th Street, S.W., Room 4100, Wasanngtom, D.C. 20410. 



APPLYING FOR 
CREDIT 




Here's the old story: Mary and John Jones, whose joint income is more than c 
enough to make payments on their dream hoi^, are turned down for a mortgage * "® Story of 

loan. The lender says Mary might become pregnant and leave her job. Discrimination 

That's illegal now. It's illegal even to discourage the Joneses from applying for 
a loan just because Mary is of child-bearing age. And Mary's income must be 
counted fully by a lender. 

When you're ready to apply for credit, you should know what creditors think is 
important in deciding whether you're creditworthy. You should also know what 
they cannot legally consider in their decisions. 




The law makes sure the creditor will be fair ' What Law Applies? 

THE EQUAL CREDIT OPPORTUNITY ACT starts all -redit applicants 
off on the same footing. It says that race, color, age, sex, marital status — 
and certain other factors — may not be used to discriminate against you 

in any part of d credit dealing. 13 



What Creditors 
Look For 



The Three C's. Creditors look for an ability to repay debt and a willingness 
lo do so — and sometimes for a little extra security to protect their loans. They 
speak of the three C's of credit — capacity, character, and collateral. 



Capacity Can you repay the debt? Creditors ask for employ- 
ment information: your occupation, how long you've 
worked, how much you earn. They also want to 
know your expenses: how many dependents you 
have, or whether you pay alimony or child support. 

Character Will you repay the debt? Creditors will look at your 
credit history (see chapter on Credit Histories and 
Records): how much you owe, how often you bor- 
row, whether you pay bills on time, and whether you 
live within your means. They also look for signs of 
stability: how long you've lived at your present ad- 
dress, whether you own or rent, and whether you are 
insured. 



Collateral Is the creditor fully protected if you fail to repay? 

Creditors want to know what you may have that 



could be used to secure your loan, and what sources 
you have for repaying debt other than income, such 
as savings, investments, or property. 



ic 



Creditors use different combinations of these facts in reaching their decisions. 
Some set unusually high standards and others simply do not make certain kinds of 
loans. Creditors also use different kinds of rating systems. Some rely strictly on their 
own instinct and experience. Others use a * credit scoring" or statistical system to 
predict whether you're a good credit risk. They assign a certain number of points to 
each of various characteristics that have proved to be reliable signs that a borrower 
will repay. Then, they rate you on this scale. 

And so, different creditors may reach different conclusions based on the same 
set of facts. One may find you an acceptable risk, while another may deny you a 
loan. 

The Equal Credit Opportunity Act does not guarantee that you will get credit. Information the 

You must still pass the creditor's tests of creditworthiness. But the creditor must Creditor Can*t Use 

apply these tests fairly, impartially, and without discrimination against you on any of 
the following grounds: age, sex, marital status, race, color, religion, national origin, 
because you are on welfare or Social Security, or because you exercise your rights 
J — der Federal credit laws. This means that a creditor may not use any of those 

>unds as an excuse to: 15 



— discourage you from applying for a loan; 

— refuse you a loan if you qualify; 

— lend you money on terms different from those granted another person 
with similar income, expenses, credit history, and collateral. 



Special Rules Age. Many older persons have complained about being denied credit just 

because they were over a certain age. Or when they retired, they may have found 
that their credit was suddenly cut off or reduced. So the law is very specific about 
how a person's age may be used in credit decisions. 

A creditor may ask your age, but if you're old enough to sign a binding contract 
(usually 18 or 21 years old depending on State law), a creditor may not: 

— ^ — turn you down or decrease your credit just because of your age; 

— ignore your retirement income in rating your application; 

— close your credit account or require you to reapply for it just because 
you reach a certain age or retire; 

— deny you credit or close your account because credit life insurance or 
other credit-related insurance is not available to persons your age. 

Creditors may "score" your age in a credit-scoring system, but: 




— if you are 62 or older you must be given at least as many points for age 
as any person under 62. 

Because age does have economic consequences, the law permits a creditor to 
consider certain information related to age — such as how long until you retire or 
how long your income will continue. An older applicant might not qualify for a large 
loan with a 5 per cent down payment on a risky venture, but might qualify for a 
smaller loan — with a bigger down payment — secured by good collateral. Re- 
member that while a declining income may be a handicap if you are older, you can 
usually offer a solid credit history to your advantage. The creditor has to look at all 
the facts and apply the usual standards of creditworthiness to your particular 
situation. 

Public Assistance. You may not be denied credit just because you receive 
Social Security or public assistance (such as Aid to Families with Dependent 
Children). But — as is the case with age — certain information related to this source 
of income could have a clear bearing on creditworthiness. So, a creditor may con- 
sider such things as: 

— how old your dependents are (because you may lose benefits when 
they reach a certain age); 

— whether you will continue to meet the residency requirements for re- 
ceiving benefits. Xi 



These factors help the creditor determine the likelihood that your public assistance 
income will continue. 



Housing Loans. The Equal Credit Opportunity Act covers your application 
for a mortgage or home improvement loan. It bans discrimination because of such 
characteristics as your race, color, sex, or because of the race or national origin of 
the people in the neighborhood where you live or want to buy your home. Nor may 
creditors use any appraisal of the value of your property that considers the race of 
the people in your neighborhood. 

Another Federal law, the Home Mortgage Disclosure Act, requires that 
most lending institutions in metropolitan areas tell the public annually where they 
have made their mortgage and home improvement loans. This information does 
not tell you where loans were denied or why - it can't be used to prove discrimi- 
nation - but it can help customers, community groups, and local officials working 
with lenders to meet neighborhood needs for housing credit. You can ask to see the 
information at any time at your bank, savings and loan, or credit union. Those in- 
terested in local cooperative efforts to increase mortgage lending and improve 
housing in urban areas, may write to the Urban Reinvestment Task Force, 1120 
18 19th Street, N.W., Washington, D.C. 20036. 



Both men and women are protected from discrimination based on sex or Discrimination 
marital status. But many of the law s provisions were designed to stop particular Against Women 

abuses that generally made it difficult for women to get credit. For example, the 
notion that single women ignore their debts when they marry, or that a woman's 
income "doesn't count** because she'll leave work to have children, now is unlawful 
in credit transactions. 

The general rule is that you may not be denied credit just because 
you are a woman, or just because you are married, single, widowed, 
divorced, or separated. Here are some important protections: 

Sex and Generally, creditors may not ask your sex on an 
Marital Status application form (one exception is on a loan to buy 
or build a home). 

You do not have to use Miss, Mrs., or Ms. with your 
name on a credit application. But, in some cases, a 
creditor may ask whether you are married, unmar- 
Q ried, or separated (unmarried includes single, di- 

gj^i^" vorced, and widowed). 19 



Child-bearing Creditors may not ask about your birth control 
Plans practices or whether you plan to have children, and 
they may not assume anything about those plans. 

Income and The creditor must count all of your income, even 
Alimony income from part-time employment. 

Chiid support and alimony payments are a primary 
source of income for many women. You don't have 
to discloss thsss kinds of income, bii* \^ Ary 
creditors must count them. 

Telephones Creditors may not consider whether you have a 
telephone listing in your name because this would 
discriminate against most married women. (You 
may be asked if there's a telephone in your home.) 

A creditor may consider whether income is steady and reliable, so be pre- 
pared to show that you can count on uninterrupted alimony payments or part-time 
wages. If you're pregnant when you apply for a loan, bring some proof that you'll be 
PSid during maternity leave or that your job will be open for you when you return. 
{Before you go to apply, ask the creditor what proof is acceptable.) 



Your own accounts. Many married women used to be turned down when 
they asked for credit in their own name. Or, a husband had to co-sign an account — 
agree to pay if the wife didn't — even when a woman's own income could easily 
repay the loan. Single women were refused loans because they were judged some- 
how less **rellable" than other applicants. You now have a right to your own credit, 
based on your own credit records and earnings. Your own credit means a separate 
account or loan in your own name — not a joint account with your husband or a 
duplicate card on his account. Here are the rules: 

— Creditors may not refuse to open an account just because of your sex 
or marital status. 

— You can choose to use your first name and maiden name (Mary 
Smith); your first name and husband's last name (Mary Jones); or a 



ERIC 



This last rule, or course^ does not apply if your husband is going to use your account 
or is responsible for paying your debts, or you live in a community property State. 
(Community property States are: Arizona, California, Idaho, Louisiana, Nevada, 
New Mexico, Texas, and Washington.) 

Change in Marital Status. Married women have sometimes faced severe 
hardships when cut off from credit after their husbands died. Single women have 
had accounts closed when they married, and married women have had accounts 
closed after a divorce. The law says that creditors may not require you to reapply 
for credit just because you manry or become widowed or divorced. Nor may they 
close your account or change the terms of your account on these grounds. There 
must be some sign that your creditworthiness has changed For example, creditors 
may ask you to reapply if you relied on your ex-husband's income to get credit in 
the first place. 

Setting up your own account protects you by giving you your own history of 
debt management to rely on if circumstances do change because of widowhood or 
divorce. If youVe getting married and plan to take your husband's surname, write to 
your creditors and tell them if you want to keep a separate account. 



Remember, your sex or race may not be used to discourage you from applying If You're Turned 

for a loan. And creditors may not delay your application on those grounds. Under Down 
the Equal Credit Opportunity Act, you must be notified within 30 days after your 
application has been completed whether your loan has been approved or not. If 
credit is denied, this notice must be in writing and it must explain the specific 
reasons for denying credit or tell you of your right to request an explanation. You 
have the same rights if an account you have had Is closed. 

If you are denied credit, be sure to find out why* Remember, you may have to 
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Building Up a 
Good Record 



24 



On your first attempt to get credit, you may face a common frustration: some- 
times it seems you have to have credit to get credit. Some creditors will rely entirely 
on your salary and job and the other financial information you supply on your ap- 
plication. But most also want to know about your experience in handling credit — 
how reliablu you^ve repaid past d^bts^ They turn to ths records kspt b" credit 
bureaus or credit reporting agencies whose business is to collect and store informa- 
tion about borrowers that is routinely supplied by many lenders. These records in- 
clude the amount of credit you have received and how faithfully you've paid it 
back. 

Here are several ways you can begin to build up a good credit history: 

— Open a checking account or a savings account, or both. These do not 
begin your credit file, but may be checked as evidence that you have 
money and know how to manage it. Cancelled checks can be used to 
show you pay utilities or rent bills regularly, a sign of reliability. 

— Apply for a department store credit card. Repaying credit card bills on 
time is a plus in credit histories. 



— If you're new In town, write for a summary of any credit record kept by 
a credit bureau in your former town. (Ask the bank or department 
store in your old home town for the name of the agency it reports to.) 

— Ask a friend or relative with a good credit standing to co-sign an appli- 
cation with you for your first account. 

— If you're turned down, find out why and try to clear up any misunder- 
standings. 



Credit Histories Women who are divorced or widowed might not have separate credit histories 

tor Women because all past credit accounts were listed in their husbands' names. But they can 

benefit from this record. Under the Equal Credit Opportunity Act, creditors must 
consider the credit history of any account women have held jointly with their hus- 
bands. Creditors must also look at the record of any account held only in the 
husband's name if a woman can show it also reflects her own creditworthiness. If 
the record is unfavorable — if an ex-husband was a bad credit risk — she can try to 
show that the record does not reflect her own reputation. 



Here's an example: 

Mary Jones, when married to John Jones, always paid their credit-card 
bills on time and from her own checking account. But the card was issued 
in John's name, and the credit bureau kept all records in John's name. 
Now Mary is a widow and wants to take out a new card, but she's told 
she has no credit history. To benefit from the good credit record already 
on the books in John's name, Mary should point out that she handled all 
accounts properly when she was married and that bills were paid by 
checks from her own account. 



Married women probably won't have Mary's problem in the future. Under the 
Equal Credit Opportunity Act, reports to credit bureaus must now be made in the 



names of both husband and wife if both use an account or are responsible for re- 
paying the debt. Remember that a wife may also open her own account to be sure 
of starting her own credit history. 



Mistakes on your credit record — sometimes mistaken identities — can cloud 
your credit future. Your credit rating is important, so be sure credit bureau records 
are complete and accurate. 

The Fair Credit Reporting Act says that you may examine information in your 
credit file and have any errors corrected. 

Negative Information. If a lender refuses you credit because of unfavor- 
able Information in your credit report, ask for the name and address of the agency 
that keeps your report. Then, you may either request information from the credit 
bureau by mail or in person. You will not get an exact copy of the file, but you will at 



Keeping Up 
Credit Records 
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Old Information. Sometimes credit information is too old to give a good 
picture of your financial reputation. There is now a limit on how long certain kinds 
of information may be kept in your file: 



— Bankruptcies must usually be removed from your credit history after 
14 years. 

— Sujts and judgments, tax liens, arrest records, and most other kinds of 
unfavorable infor.7:ation must usually be removed after 7 years. 

Another important provision of the law is that you may withhold your credit 
record from anyone who does not have a legitimate business need for it. Stores to 
which you are applying for credit or prospective employers may examine your 
record; curious neighbors may not. 

Billing Mistakes. In the next chapter, you will find the steps to take if there's 
an error on your bill. By following these steps, you can protect your credit rating. 



CORRECTING 
CREDIT 
MISTAKES 




The b€st way to keep up your credit standing is to repay all debts on time. But 
there may be' complications. To protect your credit — to save your time, your 
money, and your future credit rating — you should leam how to correct the mis- 
takes and misunderstandings that can tangle up your credit accounts. 

When there's a snag, first try to deal directly with the creditor. The credit laws 
can help you settle your complaints without a hassle. 

— THE FAIR CREDIT BILLING ACT sets up a procedure for promptly -What Laws Apply? 

correcting billing mistakes; for refusing to make credit card payments 
on defective goods; and for promptly crediting your payments. 
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Credit Billing Act requires creditors to correct errors promptly and without damage 
^^.^^^ to your credit rating. 

A Case of Eiror? The law defines a billing error as any charge: 

— for something you didn't buy or for a purchase made by someone not 
authorized to use your account; 

— that is not properly identified on your bill or is for an amount different 
from the actual purchase price or was entered on a date different from 
the purchase date; 

— for something that you did not accept on delivery or that was not de- 
livered according to agreement. 

Billing errors also include: 
~ errors in arithmetic; 

— failure to reflect a payment or other credit to your account; 

— failure to mail the statement to your current address, provided you 
notified the creditor of an address change at least 10 days before the 
end of the billing period; 

— a questionable item, or an item for which you need addition 1 infor- 
30 mation. 



In Case of Error. If you think your bill is wrong, or want more information 
about it, follow these steps: 

1. Notify the creditor in writingp within 60 days^fter the bill was mated. Be 
sure to write to the address the creator lists for bifing inquiries and to tell the 
creditor 

— your name and account nnsnber: 

— * that you believe the bill contains an error and why you believe it is 
wrong; 

— the suspected amount of the error or the item you want explained. 

2. Pay all parts of the bill that are not in dispute. But, while waiting for an 
answer, you do not have to pay the amount In question (the ^'disputed amount") or 



If no error is found, the creditor must promptly send you a statement of what 
you owe, and may include any finance charges that have accumulated and any 
minimum payments you missed while you were questioning the bill. 

3. If you still are not satisfied, you should notify the creditor within the time 
allowed to pay your bill. 

Maintaining Your Credit Rating. A creditor may not threaten your credit 
rating while you're resolving a billing dispute. 

Once you hsvs '^Titten about a possible error, a c;reuiior is prohiuned from 
giving out information to other creditors or credit bureaus that would damage your 
credit reputation. And, until your complaint is answered, the creditor also may not 
take any action to collect the disputed amount. 

After the creditor has explained the bill, you may be reported as delinquent on 
the amount in dispute, and the creditor may take action to collect if you do not pay 
in the time allowed. Even so, you can still disagree in writing. Then the creditor must 
report that you have challenged your bill and give you the name and address of 
each person who has received information about your account. When the matter is 
settled, the creditor must report the outcome to each person who has received in- 
formation. Remember that you may also place your own side of the story in your 
32 credit record. 



Your new sofa arrives with only three legs. You try to return it; no luck. You Defective Goods 

ask the merchant to repair or replace it; still no luck. The Fair Credit Billing Act pro- . or Services 

vides that you may withhold payment on any damaged or shoddy goods or poor 
quality services purchased with a credit card, as long as you have made a real at- 
tempt to solve the problem with the merchant. 

This right is limited if the card was a bank or travel and entertainment card or 
any card not issued by the store where you made your purchase, in such cases, the 
sale: 

— must have been for more than $50; and 

— must have taken place in your home State or within 100 miles of your 
home address. 
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then creditors must mail their statements at least 14 days before pay- 
ment is due. 

Prompt Crediting* Look at the payment date entered on the state- 
ment. Creditors must credit payments on the day they arrive. 

Stores often give you a credit on your bill instead of cash when you return a 
purchase. If this results in an overpayment on your account, a store must make a 
refund in cash, at your request. 

Cancelling a Truth in Lending gives you a chance to change your mind on one important 

Second Mortaaae kind of tran<;artion — u/hon 

For example, when you are financing a major repc^ir or remodeling, you have three 
business days to think about the transaction and to cancel it if yoix wish. The 
creditor must give you written notice of your right to cancel, and, if you decide to 
cancel, you must notify the creditor in writing within the 30 day period. No con- 
tractor may start work on your home, and no lender may pay you or the contractor 
until the three days are up. If you want work started immediately for health or 
safety reasons, you may give up your right to cancel by providing a written explana- 
tion of the circumstances. 

This right to cancel (or right of "rescission") was provided to ^wErtect you 
against hasty decisions — or decisions made under pressure — that mighapendanger 

3^ your continued homeownership. The law dees not apply to a first mortgage to 



finance the purchase of your home; for that, you commit yourself as soon as you 
sign the mortgage contract. 

"'Who steals my purse. . just might be after the credit card in it. But, your Lost or SteAes 

greatest cost may be inconvenience, because your liability on lost or stolen credit Credit iQiiids 

cards is limited under Truth in Lending. 

You do not have to pay for^ny unauthorized charges made after you notify 
the card company of loss or theft of your card. So keep a list of your credit card 
numbers and notify card issuers immediately if your card is lost of stolen. The most 
you will have to pay for unauthorized charges is $50 on each card even if some- 
one runs up several hundred dollars worth of charges before you report a card 
missing. 

To protect you further, card companies may not collect from you for any loss 

• •^t^^« X^... «Ux^^<*. 
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Unsolicited Cards It is illegal for card issuers to send you a credit caro unless you request it. How- 

ever, a card issuer may send you. without your request, a new card to replace an 
expired one. 



Discounts for Casli 
Payments 
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It is illegal for credit-card companies to prohibit stores from offering discounts 
to people who pay by cash or check. Stores that do offer cash discounts must make 
this fact clear to all buyers. They may not add an extra charge (above the regular 
price) for those customers choosing to use credit cards. 

For example, suppose you want to buy an item regularly priced at $50. The 
store offers a cash discount of 5 per cent. If you pay in cash, your price should be: 

$50,00 

- 2,50 (5% of $50) 
$47.50 

If you use a credit card, the price is $50. 



Always try to solve your probleixrdiieactly with a creditor. Only then should you 
bring more formal complaint procedi2res.:i4ere's the way to file a complaint with the 
T?ederal agencies responsible for administering consumer credit protection laws. 

Complaints about Banks. If you have a complaint about a bank in con- 
nection with any of the Fedesal^ credit laws — or if you think any part of your busi- 
ness with^a bank has been handlediin znr unfair or deceptive way — you may get 
advice aadthelp from the Federal Reserve, 

You:should submit uourxomolednt — in writina whenever Dossible — to the 



COMPLAINING 
ABOUTCREMT 




Complaining to 
Federal Enforcement 
Agencies 
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institutions to the appropriate Federal bank regulatory agency and let you know to 
whom your complaint has been refeired. Or you may use the listing on page 44 of 
this booklet to write directly to the appropriate.agency. 

The practice you wish to cemplain about does not have to be subject to 
Federal regulation. Furthermore, 90U don't have to be a customer of the bank to file 
a complaint. 

Complaints about Other Businesses. On page 44 of this booklet, you 
will also find the names of the regulatory agencies for businesses other than banks. 
Many of these agencies do not handle individual complaints; however, they will use 
information about your credit experiences to help enforce the credit laws. 



Penalties Under Vou may 2!sc take legal action against a creditor. If you decide to bring a iaw- 

the Laws suit, here are the penalties a creditor must pay if you win. 

Truth In Lending and Consumer Leasing Act. If any creditor fails to 
disclose information required under Truth in Lending or Truth in Leasing, or gives 
inaccurate information, or does not comply with the rules about credit cards or the 
right to cancel, you as an individual may sue for actual damages — any money lr ss 
you sirffcr. In addition, you can sue for twice the finance charge in the case of a 
credit transaction, or, if a lease is concerned, 25 per cent of total monthly payments. 
In either case, the least the court may award you is $100, and the most is $1,000. In 
any successful lawsuit, you are entitled to court costs and attorney's fees. 

Class action suits are also permitted. A class action suit is one filed on behalf of 
38 a group of people with similar claims. 



Equal Credit Opportunity Act. If you think you can prove that a creditor 
has discriminated against you for any rezBon prohibited by the Act, you as an in- 
dividual may sue for actual damages plusipunitive damages — that is, damages for 
the fact that the law has been violated — of up to $10,000 if the violation is proved 
to have been intentional. In a successful lawsuit, the court will award you court costs 
and a reasonable amount for attorney's fees. Class action suits are also permitted. 



Fair Credit Billing. A creditor who fails to comply with rules applying to 
the correction of billing errors automatically forfeits the amount owed on the item in 
question and any finance charges on it, up to a combined total of $50 — even if the 
bill was correct. You as an individual may-also sue for actual damages plus twice the 
amount of any finance charges, but in any case not less than $100 nor more than 
$1,000. You are also entitled to court costs and attorney's fees in a successful law- 
suit. Class action suits are also permitted. 
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<3LOSSARY* 



Annual Percentage Rate The cost of a loan over a full year expressed as a per- 
centage. 
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Appraisal Fee 
Asset 

Balloon Payment 
Billing Error 
Collateral 
Co-signer 
Credit 

Credit Rnr mn 

Credit Card 
Credit History 



The charge for estimating the value of property offered 
as security. 

Property that can be used to repay debt, such as stocks 
and bonds or axar. 

A large extra payment that may be charged at the end of 
a loan or lease. 

Any mistake in your monthly statement as defined by the 
Fair Credit Billing Act. 

Property offered to support a loan and subject to seizure 
if you default. 

Another person who signs your loan and assumes equal 
liability for it. 

The promise to pay in the future in order to buy or bor- 
row in the present; a sum of money due a person or a 
business. 

An agency that keeps your credit record. 

Any card, plate, or coupon book used from time to time 
or over and over again up to a certain limit to borrow 
money or buy services on credit. 

The record of how you ve borrowed and repaid debts. 



Creditor 



Credu-felaied insurance 



Credit Scoring System 

Cre di t wort h in ess 

Default 

Disclosure 

Elderly Applicant 

Finance Charge 
Joint Account 



A person or business from whom you borrow or to whom 
you owe money. 

Heaith, ilfe, or accident insurance designed to pay the 
outstanding balance of debt. 

A statistical system used to rate credit applicants ac- 
cording to various chacacterlstics relevant to credit- 
worthiness. 

Past and future ability toi^ay debts. 

Failure to meet the termsrof yoijf credit agreement. 

Information that must be given to consumers before they 
sign a credit contract. 

As defined in the Equal Credit Opportunity Act, a person 
62 or older. 

The total dollar amount paid to get a loan. 

A credit account signed by two or more people so that all 
can use the account and all assume liahilitu to ron All 
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Liability on an Account 
Open End Credit 

Open End Lease 



Overdraft Checking 
Account 



Points 

Punitive Damages 

Rescission 
Security 

Security Interest 
Service Charge 



Legal responsibility to repay debt. 

A line of credit that may be used over and over again up 
to a certain bonrowing limit, also called a charge account 
or revolving credit. 

A lease which may involve a balloon payment based on 
the value of the property when it is returned. 

A line of credit that allows you to write checks for more 
than your actual balance, with an interest charge on the 
overdraft. 

Some extra per cent of the amount borrowed, included 
as part of your loan fee. Finance charges paid at the be- 
ginning of a first mortgage in addition to monthly interest; 
each point equals one per cent of the amount financed. 

Damages awarded by a court above actual damages as 
punishment for a violation of law. 

The cancellation of a contract. 

Property pledged to the creditor in case of a default on a 
loan; see collateral. 

The creditor's right to take property or a portion of prop- 
erty offered as security. 

A component of some finance charges, such as the fee 
for triggering an overdraft checking account into use. 
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*The regulations contain legal definitions of many of these terms. 
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federal Enforcement Agencies 



44 



National Banks 

Comptroller of the Currency 
Consumer Affairs Division 
Washington. D.C. 20219 

State Member Banks 

Federal Reserve Bank serving the district in 
which the State member bank is located. 

Nonmember Insured Banks 

Federal Deposit Insurance Corporation Re- 
gional Director for the region in which the 
nonmember insured bank is located. 

Savings Institutions Insured by theFSLIC 
and Members of the FHLB System (ex* 
cept for Savings Banks insured by 

FDIC) 

The Federal Home Loan Bank Board Super* 
visory Agent in the district in which the insti- 
tution is located. 

Federal Credit Unions 

Regional Office of the National Credit Union 
Administration serving the area in which the 
Federal Credit Union is located. 

Creditors Subject to Civil Aeronautics 
Board 

Director. Bureau of Enforcement 
Civil Aeronautics Board 
1825 Connecticut Avenue. N.W. 
Washington. D.C. 20428 



Creditors Subject to Interstate Com* 
merce Commission 

Office of Proceedings 

Interstate Commerce Commission 

Washington, D.C. 20523 

Creditors Subject to Packers and Stock* 
yards Act 

Nearest Packers and Stockyards Administra* 
tion area supervisor. 

Small Business Investment Companies 

U.S. Small Business Administration 
1441 L Street. N.W. 
Washington. D.C. 20416 

Brokers and Dealers 

Securities and Exchange Commission 
Washington. D.C. 20549 

Federal Land Banks, Federal Land Bank 
Associations, Federal Intermediate 
Credit Banks and Production Credit 
Association 

Farm Credit Administration 
490 L'Enfant Plaza. S.W. 
Washington. D.C. 20578 

Mortgage Bankers, Consumer Finance 
Companies, and All Otiier Creditors 

FTC Regional Office for region in which the 
creditor operates or 

Federal Trade Commission 
Equal Credit Opportunity 
Washington. D.C. 20580 

Any complaints may be referred to the Civil 
Rights Division of tlie Department of Justice. ' 
Washington. D.C. 20530. 



Federal Reserve Banks 



BOARD OF GOVERNORS OF THE 

FEDERAL RESERVE SYSTEM 
20th and Constitution Avenue. N.W. 
Washington, D.C. 20551 
(202) 452-3000 

ATLANTA. Georgia 
104 Marietta Street. N.W. 
ZIP 30303 
(404) 586-8500 



BOSTON. Massachusetts 
600 Atlantic Avenue 
ZIP 02106 
(617) 973 3000 



DALLAS. Texas 

400 South Akard Street 

Station K 

ZIP 75222 

(214) 651-6111 

KANSAS CITY. Missouri 
925 Grand Avenue 
Federal Reserve Station 
ZIP 64198 
(816)881-2000 

MINNEAPOUS. Minnesota 
250 Marquette Avenue 
ZIP 55480 
(612) 340-2345 



RICHMOND. Virginia 
701 East Byrd Street 
P.O. Box 27622 
ZIP 23261 
(804) 643-1250 

SAN FRANCISCO. California 
400 Sansome Street 
P.O. Box 7702 
ZIP 94120 
(415) 544-2000 

ST. LOUIS. Missouri 
411 Locust Street 
P.O. Box 442 
ZIP 63166 
(314) 444-8444 



EKLC 



Other Consumer Pamphlets Available 



What Truth In Lending Means to You 

If You Borrow To Buy Stock 

How To File.a Consumer Credit Complaint 

The Equal Credit Opportunity Act and . . . Age 

The Equal Credit Opportunity Act and . . . Women 

The Equal Credit Opportunity Act and . . . Doctors, Lawyers, Small Retailers 
The Equal Credit Opportunity Act and . . . Credit Rights in Housing 
Fair Credit Billing 
Truth in Leasing 

A Guide to Federal Reserve Regulations 

Annual pAr/^AntA/tA D<&fM TsUl^o 



